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What  are  the  basic  management  deci- 
sions which  effect  your  inventory  levels? 

•  how  much  to  make  or  buy 

•  when  to  make  or  buy 

•  where  to  store  the  goods  purchased 
or  produced 

Inventories  are  stocked  to  provide  cus- 
tomers with  a  high  level  of  service.  This 
means  having  the  right  products  in  the 
proper  quantities  and  at  the  most  eco- 
nomical cost  consistent  with  the  service. 
Do  you  know  what  your  inventory 
carrying  costs  are? 
In  most  firms,  inventory  carrying  costs 
are  among  the  highest  of  doing  business. 
A  typical  firm  will  find  that  the  cost  of 
carrying  its  inventory  is  often  in  excess 
of  25  per  cent  of  the  value  of  the  inven- 
tory. 

How  well  do  you  control  your  inven- 
tory investments? 

Inventories  represent  from  30  -  70  per 
cent  of  a  firm's  current  assets  and  up  to 
45  per  cent  of  total  assets. 
Inventory  costs  total  approximately  30- 
40  per  cent  of  all  physical  distribution 
costs. 

Companies  who  can  learn  to  reduce 
their  inventory  commitments  by  a  few 
percentage  points  through  effective  in- 
ventory management  can  provide  dra- 
matic profit  improvements.  See  inside 
article.  The  Profit  Picture,  for  some  of 
the  substantial  inventory  savings  that 
have  been  identified  by  three  Alberta 
companies  who  took  advantage  of  our 
Consulting  Assistance  Program. 


Message 
from  the 
Chief 
Deputy 
Minister 

In  order  to  remain  competitive  and 
profitable  in  today's  marketplace,  the 
establishment  of  a  strategic  physical 
distribution  management  system  is 
essential. 

The  accomplishments  of  the  Alberta 
Physical  Distribution  Program  (APDP) 
over  the  past  three  years  have  been  sig- 
nificant. Studies  conducted  by  program 
consultants  have  shown  improved  effi- 
ciency and  profitability  in  many  busi- 
nesses throughout  Alberta. 
A  primary  objective  of  the  Alberta 
Physical  Distribution  Program  is  to  pro- 
vide consulting  assistance  and  expertise 
to  individual  companies  within 
Alberta  on  problems  relating  to  physi- 
cal distribution  management. 
For  example,  one  area  is  inventory 
management.  This  can  be  one  of  the 
most  frustrating  and  difficult  responsi- 
bilities for  a  distribution  manager. 
However,  our  program  consultants  have 
conducted  several  studies  that  show 
how  inventory  reductions  may  produce 
significant  savings  and  enhance  profits. 
If  your  company  is  looking  for  ways  to 
streamline  its  distribution  costs,  I 
encourage  you  to  take  advantage  of  the 
seminars  and  workshops  offered  by 
APDP.  The  experts  will  help  you  to 
analyze  your  situation  and  offer  infor- 
mation on  how  to  reduce  costs. 


George  de  Rappard 
Chief  Deputy  Minister 
Alberta  Economic  Development 
and  Trade 


Physical  Distribution  News 


UPDATE 

•National  Transportation  Act 
(NTA)-Bill  C  -  18 
•Motor  Vehicle  Transport  Act 
(MVTA)  -  Bill  C-19 

Legislation  to  amend  the  NTA  and  the 
MVTA  have  received  royal  assent  and 
will  become  effective  January  1988. 
Container  Clause 

The  longshoremen  challenged  the  rec- 
ommendation of  the  Weiler  Commis- 
sion to  eliminate  the  "container  clause" 
from  the  collective  agreement  between 
the  longshoremen  and  the  employers. 
The  Federal  Court  of  Appeal  ruled  that 
the  matter  go  back  to  the  Commission 
and  that  the  clause  not  be  removed  on 
September  17, 1987  as  proposed. 
National  Safety  Code 
The  new  National  Safety  Code  for 
motor  carriers  currently  under  review, 
is  designed  to  establish  a  comprehen- 
sive list  of  minimum  performance  stand- 
ards for  the  safe  operation  of  commer- 
cial vehicles.  Regulations  will  apply  to 
all  persons  responsible  for  the  operation 
of  commercial  vehicles  on  Canadian 


roads  -  including  private  and  for  hire 
truck  operations,  buses,  tractors  and 
trailers.  Legislative  uniformity  of  the 
new  code  across  Canada  on  January  1, 
1988  is  not  guaranteed. 
Roads  and  Transportation  Associa- 
tion of  Canada  (RTAC) 
In  September,  the  provincial  Ministers 
of  Transportation  held  a  national  meet- 
ing in  Saskatoon  to  review  and  decide 
upon  the  recommendations  made  fol- 
lowing the  three  year  RTAC  study  (an 
indepth  study  of  vehicle  weight  and  sta- 
bility). A  decision  by  the  ministers  for 
a  national  uniform  adoption  of  the  rec- 
ommendations was  deferred  to  Febru- 
ary 1988. 

New  Harmonized  Customs  System 
for  Importers 

The  federal  government  is  introducing 
a  new  custom  tariff  on  January  1, 1988. 
Known  as  the  Harmonized  System 
(HS),  it  will  be  Canada's  contribution 
to  an  international  initiative  to  stan- 
dardize the  custom  tariff  classification 
and  trade  data  systems. 


Our  APDP  consultants  have  determined 
short  and  long-term  inventory  levels  by 
utilizing  computerized  inventory 
models  to  simulate  production  plan- 
ning. These  inventory  levels  then  dic- 
tate the  storage,  handling  and  transpor- 
tation requirements,  as  well  as  inven- 
tory deployment  policies.  On-site 
consulting  assistance  has  helped  many 
Alberta  companies  improve  their 
"Profit  Picture". 

The  three  most  significant  inventory 
management  studies  conducted  to  date 
include  the  following: 

Potential  Inventory 


Firm  type 

Assistance  Provided 

Savings  Identified 

Manufacturer 

Inventory 

$193,000 

Reduction 

Distributor 

Reduce  Inventory 

$100,000 

Levels 

Manufacturer 

Improved  Distribution/ 

$175,000 

Inventory 

Consultant's  Corner 


i  Alberta  Freight  Assembly  Associa- 
tion (AFAA) 

I  At  an  October  29  general  meeting  an 
I  interim  Board  of  Directors  was 
I  appointed.  The  Board  will  be  working 
towards  implementing  a  consolidation 
program  that  is  expected  to  provide 
I  transportation  cost  savings  in  the  range 
!  of  20-30  per  cent. 

I  How  To  Obtain 
Consulting 

I  Assistance? 

i  Under  the  Alberta  Physical  Distribution 
Program  (APDP),  the  Alberta  Depart- 

i  ment  of  Economic  Development  and 
Trade  has  developed  a  program  to  assist 
in  the  recognition  of  potential  savings 
for  various  activities  included  in  physi- 

j|  cal  distribution. 

j  The  program  involves  three  distinct 
jj  phases: 

I  I    Creation  of  Awareness 

II  Workshops  including  transporta- 
'  tion,  warehousing,  and  inventory 

1  management. 

I  A  typical  Inventory  Management 
j  Workshop  would  include:  a  review  of 
I  the  relationship  between  inventory  and 
I  physical  distribution,  as  well  as  the 
I  questions  "how  much  to  buy"  and 

"when  to  buy". 
I  III  On-Site  Assistance  which  includes 
'  direct  consulting  assistance  in  the  as- 

I  sessment  of  opportunities/potential 
i  savings  in  YOUR  operation. 

j  For  more  information  on  the  APDP 
contact: 

II  G.M.  (Glen)  Johnston  -  Director 
Alberta  Physical  Distribution  Program 

:  Alberta  Economic  Development 

and  Trade 
'  9th  Floor,  Sterling  Place 

9940  - 106  Street 

Edmonton,  Alberta  T5K  2P6 
\  Telephone:  (403)427-0743 


by  Gabe  C.  Shelley 

Stevenson  Kellogg  Ernst  &  Whinney 

Of  all  the  elements  of  physical  distribu- 
tion perhaps  the  one  that  has  received 
the  greatest  visibility  in  past  years  has 
been  that  of  inventory  management. 
Because  of  the  relatively  high  cost  of 
money,  inventory  has  captured  the  at- 
tention of  management. 
Recently,  the  advance  of  technology 
has  allowed  for  the  use  of  fairly  sophis- 
ticated inventory  management  tech- 
niques on  personal  computers  and  other 
electronic  devices.  The  high  cost  of 
money,  and  the  availability  of  technol- 
ogy, has  allowed  for  the  substitution  of 
information  for  inventory.  Information 
is  becoming  much  less  expensive;  in- 
ventory is  becoming  more  expensive. 
Four  major  areas  of  opportunity: 

1.  Use  statistical  inventory 
management  -  The  days  of  using 
simple  min./max.  decision  roles  have 
passed.  Organizations  understand  that 
as  items  grow  or  decline,  as  vendor 
relationships  change,  and  as  seasonality 
affects  sales,  the  min./max.  technique 
does  not  allow  for  good  inventory 
management. 

Rather,  through  statistical  inventory 
management,  a  computer  can  be  used  to 
assist  in  the  calculation  of  cycle  and 
safety  stocks,  reorder  points, and  reorder 
quantities.  With  the  use  of  better  fore- 
casting techniques  available  on  comput- 
ers, managers  can  do  a  much  better  job 
of  determining  how  much  inventory 
needs  to  be  in  place. 
Experience  has  shown  that  statistical 
inventory  management  can  typically  re- 
duce the  level  of  inventories  by  10-30 
percent  over  simple  min./max.  tech- 
niques. 

2.  Apply  better  buying  rules  -  In  too 

many  cases,  we  find  that  buyers  or  pur- 
chasing agents  have  not  been  properly 


trained  on  how  to  take  advantage  of 
purchasing  opportunities.  For  example: 
At  which  discount  break  should  the 
buyer  purchase  an  item? 
How  much  of  a  one-time  price  reduc- 
tion should  the  purchaser  buy? 
If  the  current  purchase  does  not  meet 
the  vendor  or  freight  minimums,  which 
items  should  be  increased  in  quantity? 
Investing  in  training  for  buyers  can  pay 
huge  dividends.  As  buyers  are  better 
trained  to  deal  with  the  realities  of  pur- 
chasing in  a  complicated  environment, 
they  can  do  a  better  job,  reducing  the 
quantities  purchased  and  improving  in- 
ventory turns. 

3.  Improve  vendor  negotiations  - 

One  of  the  greatest  areas  of  opportunity 
is  to  have  a  purchasing  agent  on  staff 
who  knows  how  to  negotiate  with 
vendors. 

In  line  with  this  type  of  thinking  is  the 
analysis  of  alternative  vendors,  in  some 
cases  reducing  the  amount  of  inventory 
required  through  switching  to  a  more 
local  or  more  responsible  vendor. 

4.  Increase  centralization  -  A  large 
number  of  the  organizations  we  deal 
with  through  the  Alberta  Physical  Dis- 
tribution Program  have  multiple  ware- 
houses. These  warehouses  duplicate  in- 
ventory throughout  the  system. 

In  many  cases,  by  centralizing  the  C,  D, 
and  E  items  of  inventory  and  leaving 
the  A's  and  B's  in  each  of  the  local 
warehouses,  reductions  in  total  inven- 
tory will  result.  This  results  in  lower 
costs  even  after  transfer  expenses  are 
taken  into  account. 

In  summary,  using  good  purchasing  and 
inventory  management,  manufacturers 
and  distributors  can  reduce  the  amount 
of  investment  in  inventory,  and  pro- 
duce improved  service  to  their 
customers. 

The  key  is  to  have  a  good  system  and 
well-trained  people. 


Calendar  of  Events -Winter  87/88 

Alberta  Physical  Distribution  Program 


December 

January 

February 

March 

Merry 
Christmas! 

Wishing 
You  A 
Happy 
and  Safe 
New  Year 

Remember: 
"Buckle  Up" 

24 

Edmonton 
Customer  Service 
Workshop 

23 

Calgary 

Customer  Service 

Note:  Look  for  Future 
Seminars/Workshops 
Coming  Up  in  1988. 

Business  Development  Division  Offices  —  A  Regional  Network  to  Assist  You 


EDMONTON  RURAL  REGION 
Mr.  Ron  Hancock 

Business  Development  Representative 
6th  Floor,  9940  -  106  Street 
Edmonton,  Alberta  T5K  2P6 
Tel:  427-5267 

EDMONTON  METRO  REGION 
Mr.  Ed  Grifone 

Business  Development  Representative 
6th  Floor,  9940  -  106  Street 
Edmonton,  Alberta  T5K  2P6 
Tel:  427-5267 

GRANDE  PRAIRIE  REGION 
Mr  Deane  Toews 

Business  Development  Representative 

1401  Provincial  Building 

10320  -  99  Street 

Grande  Prairie,  Alberta  T8V  6J4 

Tel:  (403)  538-5230 


RED  DEER 

Mr.  Earl  Dicknoether 

Business  Development  Representative 

#305,  Provincial  Building 

Red  Deer,  Alberta  T4N  6K8 

Tel:  (403)  340-5300 

MEDICINE  HAT  REGION 
Mr  Al  Harlton 

Business  Development  Representative 

217  Provincial  Building 

770  -  6  Street  S.W. 

Medicine  Hat,  Alberta  T1A  4J6 

Tel:  (403)  529-3630 

ST  PAUL  REGION 
Vacant 

Business  Development  Representative 
Box  1688,  Provincial  Building 
5025  -  49  Avenue,  St.  Paul,  Alberta,  TOA  3A0 
Tel:  (403)  645-6358 


EDSON  REGION 
Mr  Graham  Winter 

Business  Development  Representative 
Bag  9000,  204  Provincial  Building 
111  -  54  Street,  Edson,  Alberta  TOE  OPO 
Tel:  (403)  723-8229 

CAMROSE  REGION 
Mr  Allan  Walkey 

Business  Development  Representative 
4909  -  48  Street 
Camrose,  Alberta  T4V  1L7 
Tel:  (403)  679-1235 

CALGARY  RURAL  REGION 
Walter  Valentini 

Business  Development  Representative 
5th  Floor,  999  -  8  Street  S.W. 
Calgary,  Alberta  T2R  1J5 
Tel:  (403)  297-6284 


PEACE  RIVER  REGION 
Rod  Kirkham 
Business  Analyst 
Bag  900,  Box  3 

10122  -  100  Street,  Riverdrive  Mall 
Peace  River,  Alberta  TOH  2X0 
Tel:  (403)  624-6113 

LETHBRIDGE  REGION 
Mr.  Ron  Wegner 

Business  Development  Representative 
249  Provincial  Building 
200  -  5  Avenue  South 
Lethbridge,  Alberta  T1J  4C7 
Tel:  (403)  381-5414 
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